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The adminietrator
Washington, D.C, z0zu!

APR 5 1995

The Honorable John D. Dingell
House of ‘Representatives

Washmgton DC 20515
Dear Mr. Dingel):

1 am responding to your request as to whether there is any federal requirement that -
Medicare SELECT insurers notify their enrollees about the status of their po]ncxcs prior
to the expiration of the current authorization for the demonstration. .

“There are no provisions in Federal law, regulations or the NAIC Model that requirc
plans to notify enrollees in April or for that matter any time prior to the expiration of
the demonstration authority. Even after the demonstration authority expires, plans are
required to maintain coverage 1o all enrollees who continue to hold policies.

Confusion may have arisen on this issue of notification because of a provision in
Section 10-N of the NAIC Model. This section outlines the requirements for plans to
provide continuation of coverage in the event that the Secretary notifies the states of her
determination that SELECT policies should be discontinued because of the failure of the
demonstration to be reamithorizcd or its substantial amendment. This notification to
states js at the Secretary's discretion. Given the bipartisan interest in both the House
and Senate, we don't anticipate making such a determination in the foresceable future
even in the unlikely event that there is & temporary lapsc in the authority for the

. demonstration.

We are committed fo working with Congress to improve the options available to our
beneficiaries. As you are aware, the Administration suppoits a temporary extension of
the 15-state demonstration. Such an extension would provide sufficient time to examine
what we have learned from the demanstration and to make needed changes to SELECT
based on oir findings. 1 look forward to working with you on these issues.

Sincerely,

/75;« Yy {fé’é(”

J o « Bm;c C. Vladeck



Worth Magazine Responses

The White Ho
July 8, 1996
TAXES
- Q Would you tax all or a portion of employee benefits to pay for tax reform or to reduce the

federal budget deficit? If so, why? If not, why‘?

Q: . What do you think are the top three most-needed changes to the federal tax law? Why did
you pxck these three? :

Q:  Are you for a middle class tax cut? Why or why not?

Answer to the above 3‘questi0ns on taxes:

[ am commrtted to tax reforms that are fair to working famlhes strengthe'\ our economy and
maintain our commitment to a balanced budget : :

My balanced budget plan meets these princip]esbecause it protects our expansion of the Earned
Income Tax Credit for 15-million working families and targets additional tax cuts towards
education, childbearing, retirement savings and other key needs of working families. It reforms
the tax code to encourage investment in people, not just physical capital. -~ '

For example, my balanced budget plan provides a $1,500 tax credit for the first two years of
college, a $10,000 tuition deduction for education and training throughout one's lifetime, and a
$500 per child tax credit. It also expands IRAs by allowing penalty-free withdrawals for ﬂrst
home purchases, education expenses, major medical expenses, or during long-term 7
unemployment. By doubling the income limits for tax-deductible IRA contributions, 26 million
more families will become eligible. In addition, my plan increases the health insurance deduction
for the self-employed, simplifies pension rules, and creates a new small business "401(k)" plan to
help expand pensron coverage to more small business employees

These targeted tax cuts are paxd for by spendmg cuts and by closing bllhons in tax loopholes and
unnecessary corporate ‘'subsidies. That is the right way to cut taxes and reform the tax code. The
wrong way is through ill-conceived flat tax proposals or excessive, broad-based tax cuts that
either explode the deficit or raise taxes on struggling families.



: Do you think a capital gams tax: cut is des:rable, given the current deﬁc:t" If so, why" If
‘not, why?

- I have always stated that any tax cut ‘must be judged by the following principles: how fair is it,
~ whether it is targeted and efficient, whether it is good for the economy, and what its impact lS on
the deficit. T will not support proposals that do not meet these standards. '

As part of my 1993 Economic Plan, we passed a targeted capital gains tax cut for small and
expanding businesses. This tax cut was fair, targeted good for the economy, and part of a plan to
" cut the deficit in half. I opposed Republican plans that did not meet these principles. Their plan
provided a capital gains tax cut that would not help the economy and was nothing more than a
huge retroactwe giveaway.

In the future, I will consnder any‘ tax proposal on the basis of the prianpies I have laid out.



Historically, our tax system has been used for social engineering. The system encourages
certain economic decisions and behavnors over others. Do you think this is desirable? Why A
or why not?

We take it for granted that there are some kinds of corporate investments we want to encourage,
such as investments in plant and-equipment, and so the tax code encourages them. But I believe it
is also appropriate to use our tax system to reward work, provide help for families to save, care
for their children, and pay for education, and to ensure productive investmentsand job creation in
our dnstressed areas.

The tax code currently ehcburages investmént in physical capi'tal‘ My balanced budget plan

__contains important tax reforms by recognizing that investment in people and education -- not JUSt

physical capital -- deserves tax incentives. For example, my balanced budget makes higher

'~ education and training tuition -- up to $10,000 -- tax deductible. To further encourage investment

in education, I recently added a $1,500 refundable tax credit for tuition m the first two years of
college. - ;

My 1993 Economic Plan expanded the Earned Income Tax Credit for 15 million of our most-hard
pressed working families, so that our tax system would lift families out of poverty, instead of -
pushing them into poverty. My plan also prowded tax incentives for businesses to locate in some
of our most distressed areas:

These changes and proposals are not only good for families, they are good for the economy, and
~ the country. :



What are your plans to strengthen the economy?

When I took office, the economy-was drifting: the deficit was skyrocketing, unemployment was
high, and job growth was essentially flat. We put into place an economic plan to reduce the
deficit, to invest in our people, and to get this country moving again. ‘

Today, the deficit is half what it was four years ago, the economy has added 10 million new )obs
we have the lowest combined unemployment, inflation, and mortgage rate in 27 years, and the
long downward slide in hourly wages has been haited.

We are on the right track, but we must go further. My’ agenda for grthh is based on the
following principles: balancmg the budget, fair and open trade, mcreasmg economic securlty and
continuing to invest in education and our childrens' future.

If we balance the budget we can keep interest rates down increase savings, expand companies,
start new small businesses, help more famllles buy homes, and help more parents send their
children to college. '

We will work to ensure. free and fair trade. It has been proven time and agam that when American
workers are allowed to compete, they win. If other markets are as open to our products as we are

‘to thelrs America's workers will do well.

In the new economy, many wbtkers will have to changejebs more often than in the past.
Therefore, we will continue to work to give families the security to know that if they change jobs,
they can carry with them access to health care and pensions and education for a lifetime.

More than ever, whether you. succeed in the next century is going to be based on ‘what you know. ‘

We must expand Head Start, call for performance exams for graduating from each school and

work to ensure that every American has access to a world-class education. We will seek to make

all students technologically literate and connect every classroom and every library in America to
the Internet by the year 2000. And we will continue to expand access to college by pushing for
my HOPE Scholarship tax cut; a $10,000 education tax deduction; penalty-free withdrawals for
college tuition from expanded IRAs; expanded work study for one million students; increased Pell
Grants to help low- and middle-income students; $1,000 Honor Scholarships for the top 5% of
every high school class and $2 600 Skill Grants to help dislocated workers to get the new skills

they need.

WAL e



SOCIAL SECURITY‘ '

Q: Do you think the Social Secunty system of collectmg taxes needs to be revamped? If so,
“why and how? If not, why‘? ' : : _

Q: ‘Would you recommend ralsmg the age at which md;vnduals become el:gxble for Social
Security? if 5o, why? If not, why?

Q . Would you recommend abohshmg the cap on earnings where the Socxal Security tax hits?
If so, why‘? If not, why? o ,

Q- Would you raise taxes'if voters are willing to pay more to kcep the Social Secunty
‘ program solvent? If so, why? If not, why? :

Answer to the above four questions on Social Security:

We have an obligation to our parents and children to protect Social Security for the future.
Under my administration, we have done just that, making Social Security an independent agency;
reducing backlogs, and upgrading services. I have opposed, and will continue to oppose,

- measures to cut Social Security to reduce the deficit or pay for other spendmg priorities or tax
cuts. ‘

While Social Security is on firm financial footing well into the next céntury, most experts agree

that steps will be needed to address its long-term financing and demographic changes. We should
address these long-term issues the same way we have done in-the past: through serious,

_bipartisan efforts that put politics aside, and that allow all parties to focus on the steps needed to
secure the long-term solvency and mamtam the exnstmg broad national support for the Social
Security program. :

Any discussion of specific proposals should take placeﬁin _t'hé'léasﬁt political context possible where

elements are judged in the context of overall bipartisan plans to secure Social Security. But any
overall bipartisan plan will have to-ensure that Social Security's financing is sound and prudent;’
~ and that Social Security continues to provide the same true security it has provided millions of

~ Aumericans for decades. : :



Q. Would you recommend ra:smg or lowering the age at wh|ch individuals become eligible
for Medlcare" If so, why? If not, why not"

A Asmy budget proposal illustrates, it is not necessary to change the éligibility age of
Medicare to address the current fmancmg challenges facing the Medicare Trust Fund or to -
balance the budget.

[t is important to note that making this change would ngt achieve significant savings for the
Medicare program, since seniors between the ages of 65 and 67 tend to be healthier.than their

_older counterparts. Moreover, increasing the age of eligibility may have the unintended effect of

significantly increasing the numbers of the uninsured. Because of downsizing and voluntary
retireménts after age 60, older Americans who haven't reached the Medicare eligibility age of 65
have to try and buy much more expensive individual health insurance policies. Seniors are finding
it virtually impossible to find affordable health insurance, particularly if they have a pre-existing
condition. For these reasons, I would have concerns about contemplating any increase in the
Medicare eligibility age in the absence of broader health reforms that address_ed this problem. -

Q.- Would you raise taxes if voters are wnlhng to pay more to keep the Medlcare

~program soIvent" If so, hy" If not, why not?

A My balanced budget shows that it is not necessary to raise taxes to address the current
financing challenges facing the Medicare trust fund. Through savings and policy changes my
balanced budget would extend the life of the trust fund until 2006.

Q:  What steps would you take to guarantee that each individual could purchase a
health insurance plan if they don't get one through the:rjob" .

A I believe that we-must work step by step to ensure that every American has access to
affordable health care. The first step we should take is to pass into law the Kassebaum-Kennedy
health insurance reform bill now before Congress. This legislation offers previously covered

'workers who change jobs continued health insurance. I have also proposed to enhance the

Kassebaum-Kennedy portability benefit by including in my balanced budget a provisiorrto give
assistance with premiums to.millions of Americans who have temporarily lost their jobs. We

- should also provide greater flexibility for states to expand their Medicaid program to working

Americans. | have started this by authorizing state Medicaid waivers, and by proposing Medicaid
reform legislation to allow states to make these changes without going through a burdensome
wauver review process. :

-



Q. What do you think about Medical Savings Accounts?

A: I am concerned that MSAs would further segment the insurance market between healthy
and sick, significantly increasing premiums for people who want to keep their tradltlona] health
insurance plans, without containing costs or expanding coverage.

Because of these concerns, I want to know more before we allow open ended unconstramed

MSA:s.

That is v}hy I have proposed working with all interested parties to develope a fair and objective -
experiment. It is my hope that Républicang and Democrats can agree on the parameters of such a -
study. I strongly believe, however, that the important-insurance and other health reforms included
in the Kassebaum-Kennedy bill should not be held hostage to our inability to agree on an
appropriate study. We should not forg,et that this legislation passed the U.S. Senate 100 to 0-
without any MSA prov:slon , :



Q. What would you do to make it easier for working families to care for their older and.
disabled family members? : N

~A.. The first step we must take to ensure aﬁordable long term care is to protect the Medicaid
program against proposals to turn it into a block: grant. Other than famlhes who finance their
long-term care costs themselves Medxcald is the: pnmary long-term care provider in this nation.

\

Recogmzmg thxs and the other important safety net protecttons provided by Medicaid, I have
steadfastly opposed any proposal to undermine its guarantee of coverage. My balanced budget
assures the continued Federal enforcement of nauonal nursing home quality standards and retains
protections against the impoverishment of spouses and adult children of nursing home residents.

It also contains a proposal for a new respite care program for the famnhes of Medlcare

" beneficiaries suffermg from Alzheimer's disease.”. V :

While we are protecting and strengthening Medicare and Medicaid and making them more
efficient, | believe strongly that we should provide states the flexibility they need to offer more
home- and community-based care.. My balanced budget gives states additional flexibility to
expand home- and community services without Medicaid waivers. It also improves Medicaid and
Medicare managed care options by offering the Program of All Inclusive Care for the Elderly ..
(PACE), a new, comprehensive package of acute and long-term care services for elderly
beneﬁc:arles ehgnble for institutional care.

Finally, to make taking care of a parent or a-disabled family member more affordable, my balanced
budget proposes to allow individuals to withdraw funds from their [IRAs without penalty in order
to pay for major life expenses, including financially devastating medical expenses or nursing home
‘ care for a parent. | am also supporting changes in the tax code that put private, long-term care
~ insurance on a'level playing field with traditional health insurance, as long as it meets basic
_consumer protections. Clearly, the public sector will not be able to provide for all of our nation's
long-term care needs. These enhancements to long-term care initiatives will help the private
sector be more responsive to the increasing needs of the expanding chronically-ill population.




Q. Now that the "era of big government is over," how will you help the large baby
boom generation accumulate enough to be secure in their retirement?

A: In the last three years we have done a great deal to expand opportunities to save for
retirement and to protect pensions. But there is so much more we have to do. Millions of
Americans are not saving enough for their retirement. Often they have no choice. They may have

a job where there's no retirement plan have to change jobs, aren't eligible for savings plans, or
their employer goes out of business before they become vested

To help these hard-working Americans, I have proposed The Retirement Savings and Security
Act. This comprehensive legislation would help expand pension coverage to the 51? million

working Americans who are not now covered by an employer-provided retirement plan. It would
__help workers take their retirement savings with them and keep saving if they ¢hange jobs or lose
their job. It also tightens security, so that retirement savings will be there when a worker retires.

First, it would establish a new kind of 401(k) plan for employees of small businesses. Second, it
expands IRAs by doubling income eligibility so that 20 million more Americans earning up to
$100,000 a year can take this tax deduction. Third, it increases the portability of pensions to help '
the more than 5 million workers a year who change jobs and have an empioyer-provnded pension.
It means workers in new jobs will not have to wait to start saving in an employer pension plan. -
And because reform should start at home, we would allow federal workers to save from the first
day on the job.

Fourth, we must continue to enhance pension security. We must build on what we have done to -
help secure pensions through tighter enforcement. Most employers do play by the rules, but we

" must ensure that no employer can easily skim from their employees’ contributions. Our plan »
cracks down on fraud, requires broader- audits, and protects '
workers like those whose pensions were threatened 1in the Orange County bankruptcy

One of the reasons 1 vetoed the‘Republican budget was that it gave a green light to corporations
to take $15 billion out of pension plans. We came together in a bipartisan fashion in 1994 to
stabilize the pension funds of the country, and we should not turn around and undermine the
security of those pensions. S S : DO ‘ '

With The Retirement Savings and Security Act, we can help to make retirement something
Americans can look forward to, not dread. I hope we can pass all the elements of this plan. This
is something ‘we can and should do for America, and we ought to do it now.



10

Would you raise or remove the limits on@()](k) plans and individual retirement
" accounts to encourage mdwnd uals to save as- much as they can and want" If so,
'why" If not, why : : ‘ :

. " To better help warkmg famlhes save for theu‘ retxrement my balanced budget plan doubles
* the IRA eligibility limits and mdexes for mﬂatlon both those limits and the amount that can
© be contributed tax-deferred. ‘Doubling the income llmxts w1ll enable another 20 million

famlhes to make tax deduct:b!e IRA contnbuuons

{ -
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Update on
Resourc&Based Practice Expense Relative Value Units

A. Background

Medicare’s physician fee schedule, implemented beginning January 1, 1992, established relative

- values for three components of each physicians’ service: physician work, practice expenses, and
malpractice insurance. The sum of these three components represents the refative value fora
service; this relative value is used in conjunction with a conversion factor to establish the

_ Medicare fee schedule amount for the service. The relative size of the three components varies
for each service, but on average, physician work represents 54 percent of the overall relative
value, practice expenses 41 percent and malpractice insurance 5 percent. In FY 1996, out of total

~ physician allowed charges of $42 billion Sl? billion were for pracuce expense relative vaJue units.

~ The Medicare physician fee schedule established relative values for physxcxan work based on
physicians’ estimates of the resources typically used in delivering each service. Practice expense
and malpractice expense relative value units, however, were constructed based on allowed
~ charges under the old reasonable charge system of paying physicians. Re'stive values for these
components thus largely reflect h1$toncal values w:thout a dn'ect and explicit relationship to
resources used. :

Section 121 of the Social Security Act Amendments of 1994 requires the Secretary of Health and
Human Services to develop and implement, effective January 1, 1998, a system of resource-based
practice expense relative value units for each physicians’ service. The law requires that the
methodology recognize the staff, equipment, and supphes used in the provision of medical and
surgical services in various settings. ,

B. mee‘work for Determining Practice Expense Relativ)e Value Units

Practice expenses include two different categories: direct (or variable) costs and indirect (or
overhead) costs. Direct costs cover the specific resource inputs, such as clinical and non-clinical
labor, medical supplies, and equipment, that can be identified for a specific service. Indirect costs
are overhead costs that do not obviously relate to specific services but that must be allocated
across all a practice’s services on the basis of some form of general rule. Indirect costs include
rent, utilities, office equipment, accounting and legal fees, and similar general expenses. Relative
value units can be derived separately for direct costs and for indirect costs and then summed to
create practice expense relative value units. ~

The Health Care Financing Administration (HCFA) will attempt to treat as many physician

practice costs as possible as direct costs, explicit]y linked to specific services and thus not

requiring allocation. HCFA's preliminary estimates are that direct expenses are approximately 60
~ percent of total practice expenses, versus about 40 percent for indirect expenses.
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HCFA has been proceeding by attempting to identify all the specific direct costs for individual
services and by developing an allocation method to attribute indirect costs to individual services:
As we developed this approach, we sought input from the Physician Payment Review Commission
and from researchers expert in relevant methodologies. To collect the data for the development

. of the practice expense relative value units, HCFA contracted with Abt Associates.

Direct expenses

To gather information on direct expenses, Abt convened 15 clinical practice expert panels
(CPEPs), each consisting of 8 to 17 physicians. These panels estimated the typical amounts of
non-physician labor, including both clinical and non-clinical labor, medical supplies, and medical
equipment expended in the provision of MFS services. Because the physician practice incurs

~ different costs in the office and non-office setting, the CPEPs reported these direct service inputs
for both settings for services that are performed in both settings. Abtis computing direct cost
estimates for each service by applying national standardized prices to the service inputs. HCFA
will edit the resulting data for consistency and use scaling techniques to calculate the appropnate
set of dircct relative value units for all services.

A Indirect expenses

Allocation of indirect expenses to particular services, a standard problem in accounting, requires -
some general allocation method or rule that can be used across all services. To obtain information
on indirect costs, Abt fielded the Survey of Practice Costs to collect information on aggregate

~ costs and case mix for sampled physician practices. The response rate from a large pilot survey
was approximately 25 percent. Such a low response rate called into question the validity and
reliability of the results. Statistical experts frequently look for much higher response rates as a
safeguard against “response bias,” which arises when respondents are not a random portion of the
entire sample and which means that the survey results cannot be relied upon to present a true
picture of the group from which the sample is drawn. HCFA concluded that the results of this
survey could not provide an adequate basis for reliable estimates of practice expense by
procedure. Consequently, in September 1996, HCFA instructed Abt to terminate work on the

survey.

Data from this survey would have allowed HCFA to attempt to use econometric methods as an
option to derive indirect costs estimates for families of codes based on the relationship between

" aggregate indirect costs and case mix. Clearly, this is no longer an option. We are continuing to
assess a number of more standard accounting methods to allocate indirect costs. These methods
are based on data that currently exist. Among the options are methods based on two studies -
recently completed with HCFA funding: one (by Dunn) allocates indirect costs as a function of
physician time and the other (by Pope and Burge) uses phys1c1an work. Other possible bases for
allocation include direct labor costs, direct costs, and various combinations of these variables. No

choice among such methods has yet been made.
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Reports of these above-mentioned studies, including simulated impacts of resource based relative
practice expenses on various specialities, have been widely distributed. These studies should only
be viewed as illustrative. HCFA will not use the values generated by these studies. Instead, we
will use more recent data and use our own allocation algorithms. In particular, both of these
studies simulated impacts based upon the authors’ methods for deriving both direct and indirect
relative values. HCFA, however, will only use an allocation method for the indirect portion of the
practice cost relative value. Since the data HCFA will use for establishing direct relative values is
not yet available, simulations available to date should not be relied on as capturing the overall
effect of a resource based practice expense relative value scale.

D. Next Major Steps -

Data from the CPEPs on direct inputs and on the costs of these inputs for each code is now being
delivered to HCFA. HCFA is proceeding with analysis of these data and with development of
options for allocation methods and other procedures. HCFA expects to meet further with
representatives of the medical community near the end of the year to present and discuss
preliminary relative values under various scenarios. Informal comments from the medical
community will be invited at that time. : ‘

HCEFA plans to publish the Notice of Proposed Rule Making for implementation of resource based
relative practice expenses in the spring of 1997, the notice will be followed by a 60 day period for
formal public comment. HCFA plans to publish the final regulations (as part of the annual -
regulation on Medicare physician payment) in November 1997 for implementation on January 1,
1998. ' ‘ ' :

Prepared by HCFA, Nov. 1996

TOTAL P.B4
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Testimony of the
American Soclety of internal Medicine
tothe
" House Commerce Commiitee
Subcommiitee on Health |
on Medicare Reform

August 3, 19985

Introduction

Thirty years ago, the Medicare program was created to ensure that the nation’s elderty would not

‘be denied medical care when they needed it. Today, aimost all Americans over 65 feel secure In
“the knowledge that health care services will be accessible to them. The American Socisty of

internal Medicine, reprasenting the nation’s largest medical speciaity and the principal providers of
medical care to Medicare beneficiaries, is committed to preserving this contract with oider
Americans. Howevet, in the face of changing demographics, burgeoning costs and the need to
restrain overall federal spending, the Medicare program—as well as all those affected by its

‘policies--is facing an unprecadented challenge.

Earlier this year, the trustees for the Hospital Insurance Fund declared that the Part A fund which
finances hospital care will be bankrupt by the year 2002. What few realize is that the fund has
already begun to run a defict. Bankruptcy is merely the end product of the red ink that is
beginning to accumulate in the system today. :

As the population of Medicare eligible individuals grows, the ratio of working Americans who
support the program with their payroil taxes to beneficiaries has diminished. Whereas today there
are five working-age persons for each person over 65, by 2030-when today's workers retire and
their children are wage eamers—the ratio will be three working-age persons for each American
over 65. Without any policy changes, Medlearo SMI (Part B) will grow to more than 7 percent of
the payroll tax base by 2030--up from one percent today. Although beneficiaries overall continue
to have ready access to physicians and other providers, disturbing trends have been identified by
the Physician Payment Review Commission (PPRC) and other organizations tracking the Medicare
program. For example, the PPRC notes in its 1935 report to Congress “those over age 85,
Individuals living in poverty areas and the disabled continue to axperience access barriers® that
existed prior to the latest round of Medicare reform. The Employee Benefits Research Institute
(EBRI) recently issued data showing that the number of Medicare patients seen each week by
intemists has been declining steadily since 1989. At the same time, there has been a significant
increase in intemnists contracting with managed care pians. In the wake of continuing cuts in
Medicare reimbursémertt to control program costs, physicians may be entering practice
snvironments where the degree of involvernent with Medicare patients is limited.
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Indeed, savings already enacted in previous budget reconcliliation measures that are now being
implemented will reduce payment levels to physicians over the next seven years by 17 percent,
sven before the impact of inflation is taken into account. Under one of the savings options
proposed by a subgroup of the House Budget Committee, the reductions in payment levels for
physician services will increase to 31 percant over the next seven years. Hf the debate beginning
now in Congress is about making sure the elderly have access to appropriate, high quality health
care into the next century, continued reductions of this type will only undemmine this promise and
craate a Medicare program that guarantees access in name only.

" if no action Is taken, the hospital side of Medicare will go broke in less than a 6acade. the

supplemental medical insurance portion of Medicare will consume increasing amounts of the
federal budget and beneficiariss may face Increasing d:ﬂiculty in obtaining needed health care.
This is clearly not a \nable option.

Policymakers couid conunue with the historical approach to attempting to reign in Medicare's
costs—enacting cuts in provider payments and imposing increasing regulatory rules on the
program as part of massive year-end budget reconciliation measures. This, of course, does not
addrass the underlying reasons for increasing costs under the program and will only serve to
exacerbate many of the growing problems In Medicare.

The third option is to reform Medicare by correcting growing inequities in the current payment
system that discourage the delivery of primary care, by placing Medicare’s financing on a sound
basis and by introducing the kind of marketplace incentives that have enjoyed success in the
private sector in holding down the growth of health care costs. ASIM stronqly believes that this is

the 0 ould consider.

ASIM recognizes the urgent need for reforming the Medicare program and restraining growth in
spending under other federal health care programs. However, intemists also believe that
significant changes in these programs /deally should be made in the context of other health
systemn reforms. Medical liabliity reform, insurance market reform, measures to broaden and
protect choice of plan and physician, and steps to ensure due process for patients and providers
in health pian operations and clinical decisions are important system-wide' reforms that will foster
an environment in which changes in Medicare will have a positive impact

Nevertheless, the following recommendations comprise ASIM's response to policymakers® calls for
proposals to address the need for fundamental changes in the Medicare program so that it may
continue to be a reliable source of medical care for the nation’s siderly well into the new century.
The recommendations propose both immediate and Ionger—ter’m reforms in the following areas:

1. Reforms that can be enacted today in the Medicare fee schedule to alleviate the
adverse impact on primary care and other nonsurgical services of curent and
proposed reductions in payments for physicians’ sesvices.

2. Immediate changes to be made in Medicare financing and the existing Medicare
’ risk contracting program.
3. Longer term reforms to expand baneficiaries’ choice of insurance options through

enactment of a defined federal contribution—or voucher—program. .
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Reforming the Medicare Fee Schedule

ASIM béllevas that any attempt to reform Medicare that does not address existing inequities in the -

' Medicare fee schedule that distort the intent of the resource based relative value scale—and that

also create strong financial disincentives for physiclans to enter and remain in primary care—will
only lead to further imbalance within the system. These inequities stem from a number of

decisions made by past Congresses in enacting and modifying the original 1989 Medum

physician payment reform pian.

Under Medicare law, there are three separate target rates of spending growth — called volume

- performance standards (VPS) ~— for surgical procedures, primary care services, and all other

nonsurgical sarvices. This has resulted in three separate conversion factors~the dollar multiplier
which translates Medicare's resource based relative value scale (RBRVS) into fees—for surgical
procedures, primary care services, and other nonsurgery. Prior to 1993, there were only two
separate VPSs and conversion factors, one for surgical procedurss and ons for nonsurgery.

In OBRA 83, Congress added a VPS category for primary care services—office, nursing home,
home, and emergency room visits—in addition to the other two categories. Creation of a separate
primary care category was Intended to moderate any adverse impact on primary care services of
other changes made by OBRA 93 lowering payments for physician services, However, all ‘
services paid under the Medicare fes sciiedule—inciuding primary care services—will begin
experiencing payment reductions in the next two years and beyond because OBRA 83 doubled
from two to four percent the required "performance standard reduction® that is subtracted from the
five year historical rate of increase for physician servicas for the purposes of calculating the VPSs.

‘ASIM’s concem about the impact of Medicare cuts is exacerbated by the fact that the current

formula for determining Medicare fee schedule updates, as modified by OBRA 93, will have a
greater adverse impact on primary care and other nonsurgical services than on surgical
procedures. Thesa are the facts: :

e Under current law, the amount that Medicare peys for primary care services will
automatically be cut by 22 percent In 1996, unless Congress decides ctherwise.
Primary care s the only category of Medicare expenditures that will be cut next year
even before additional savings are mandated. ,

. & Under current iaw, all other physician servicos are expected to join primary care In
experiencing annual fee cuts beginning In 1997 and continuing every year, according
to the CBO and Physician Paymemnt Review Commission. Modicare payments for
primary care wiil be cut by 17 percent over the next seven years,

e AddRional proposed savings, such as the three percent reduction In updates
proposed by the House Budget Committee’s Health Care Working Group, will cut
Medicare fees for primary care services by more than 31 percent over the next seven
yoars, even without conslderlng the Impact of inﬂatlon Other proposals wou!d cut
fees even more.

e Under previously enacted and proposed cub, Madicare fees nationwide for a
typical 15 minute office visk will drop from about $35.00 in 1995 to $34.00 In 1896,

$27.00 In the year 2000, and lass than $24.00 In 2002,
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® Because of the cuts, Medicare fees for primary care services will not cover
overhead. According to national surveys, intemists in 1992 incurred annual overhead
costs of $172,900, or $3458 weekly (assuming 50 work weeks). Intemists' officas are
open an average of 27.3 hours per week. This means that the overhead costs are $126
per hour for each hour the office is open. in 1996, intemists will barely break even under
Medicare's fees for a 15 minute office visit ($136 in revenue per hour). By 2000, the
revenue from office visits—$108 per hour-would not cover overhead even mumlng
no Increase In overhead costs from the 1992 costs.

¢ Many imternists report that they will have no choice but to limit the number of
Medicare patients In thelr practices, to curtall services, or to take other steps to -
reduce reliance on Medicare if the current and proposed cuts are aliowed to go into
effect. A recent ASIM survey of 4 typical group of several hundred internists nationwide
asked how they would respond to raductions of *up to 20 percent® in Medicare fees.
Since the proposed reductions would be much greater, their responses underestimate the
probabie adverse impact on patient care. Only 25 percent said they would *make no
change® in their practice. Forty-six percent would limkt the number of new Medicare
patients; 8 percent would discontinue taking cars of current Medicare patlents; 10
percent sald they wouid change thelr career; 31 percent would change thelr practices
s0 that they are no longer dependent on Medicare revenues; 38 percent would :
reduce services to boneﬂctaﬁas and 21 percent would plan an eariler retirement.

The following chart lliustrates what will happen to paymenls for three drﬁeram types of primary
care services under cuts already contained in the law and under proposed reductions. The
*current Iaw' column refiects estabiished 1895 fees, the 1996 default update of -2.2 percent for
primary care servicas, and the PPRC’s estimates of the conversion factor raduchons for 1997-2002
based on savings mandated by OBRA 83.

The *proposed 3 percent reduction” column assumes that Congress allows the -2.2 percent
default update for primary care services to go into effect in 1996 and reducss the conversion
factors for ali services by 3 percent per year beginning in 1987. These figures assume a
reduction in future updates of 3 percent per yaar as proposed by a subgroup of the House
Budget Committee and do not inciude other proposals in the subgroup’'s document that would
save another $16 blllion in physician senjces paid under the Medicare fee schedule. Even if
Congress does not enact the 3 percent conversion factor update reduction proposed by the
subgroup, other savings proposals that would result in a comparable reduction in Medicare fee
schedule payments would have the same impact as lustrated below.

Because the estimates in both columns do not take into account the impact of imflation, they
understate the extent of the reductions in payments for primary care services.
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E Reduction —
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! 3% CF
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Percent

Change .

! Cumrent Law- |

-17.1.

| 3% CF
i Reduction

' $61.48

$47.35

$42.20

-31.4

To comect the flaws that will otherwise worsen the impact on primary care and ather nonsurgical
servicas, ASIM strongly supports the following recommendations in the Physician Payment Review
. Commission's 1985 Report to Congress:

A single volume performance standard and update for ali eatagorlea of sewicaa

should be adopted. if separate standards and updates by categories of sorvices are
retained, they should be based on the recent trend in volume and Intensity growth for
each category as calied for by the Omnibus Reconclliation Act of 1890, and
differential updates should be in etfect for one year only.

The current formula~five year historical trends minus a four percent
performance standard reduction—shouid be replaced by per capita GDP, plus
" an additional factor of one or two percent.

There are several reasons why these changes in the law shouid be enaaed

First, mandating that tho VPSs be based on GDP plus two poreantaga points is needed to
reduce the adverse impact on access and quality that will othomtso ocour from fee

TOTAL P.B7
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reductions. Because OBRA 93 doubled the performance standard reduction factor, it will be
impossible to keep spending within the VPS targets. The PPRC notes that “the prublem is that
this [four percent performance standard] reduction is now psrmanently embedded within the
default formula and applies even as the 1991 to 1993 growth rate is the lowast two-year growth
rate since 198S. In effect, the formula demanas that however well physicians did in mesting the
pravious year's standard, they must reduce volume by an additional 4 percentage points each
year or pay a penalty In reduced fees. Clearly, it is impractical to axpect that physicians will

" continue to achieve such savings year after year.® The current formula sets in motion a steady

dediine in Medicare fees beginning in 1996 for primary care services, and in 1997 for all other
services, that will continue into the foreseeable future. Because overhead costs cannot be

" reduced to offset these cuts, ASIM estimates that net Medicare payments will be reduced over 60

percent. The result will be a serious reduction in access to physician services and especially,
access to primary care. Additional savings that Congress may mandate could have devastating

. consequences for accass. A formula of GDP plus two would reduce or eliminate the fee

reductions and the need to constantly reduce the number of services provided to patients. To
maintain budget neutraiity, a change to the GDP plus two formula could be offset by a one time
reduction in the conversion factors, provided that this is done in & way that reduces the gap
between the surgical conversion factor and the other two categories.

'Second, the current method for detsrmining the fee updates and VPSs will magnity and

accelerate the access problems resulting from budget cuts. The elderly depend on primary
cara physicians for their access into the Medicare system. Primary care is therefore the first place
where access problems will begin to become evident. As noted earlier, access bariers continue
to exist for the vary old, the disabled and the poor. The Physician Payment Review Commission
staff estimates that under the current formula, the 1897 conversion factor for surgical procedures
will be 26.7 percent higher than for primary care services and 23 parcent higher than for other
nonsurgical sarvices. Becausge the conversion factors for primary care and other nonsurgical

‘services start out so much lower than for surgical procadures, arny additional cuts in the

conversion factors wili disproportionately hurt primary care physicians and other medical
specialists. It is irational to have in place a policy that is inherently disadvantagaous to primary
care when access to primary care Is at the greatest risk of being reduced.

Third, the method for determining the VPSs and fee updates Is inherently contradictory to the
Intent of the resource based relative value scale (RBRVS). The RBRVS was intended to pay

physicians the same amount for services that invoive equal physician work. But the current policy
of different conversion factors will result in surgeons being pald 25-30 percent more for their
surgical procedures than primary care physicians are paid for a non-surgical service requiring the
same amount of time, mental effort and judgment, technical skill and stress. R is precigely the
kind of contradictory federal policy exemplified by the VPS method that has led to widespread
distrust and dissatistaction with way that Washmgton does things.

Fourth, the current method encourages Inefficiency, since it penallzes many physicians for
changes In practice patterns that may reduce Medicare expenditures while rowarding others
tor reductions In volume over which they have no direct control Some have argued that the -
policy of maintaining separate VPSs and tonversion factors shouid be supported because it
"rewards® surgeons for reducing volume by more than other physicians. The evidence suggests,
however, that the reduction in surgical voiume is dus principally to changes In practice pattemns,
such as the substitution of iess expensive forms of treatment by Intemists for condltions that used

ay
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Last December, a raport on entitiement reform options was issued by staff from the Bipartisan
Commission on Entitiement and Tax Refofm (hereinafter referred to as the Commission). That
report identified a number of measures that could be enacted in the existing Medicare program to
stem the imbalance In funding. These improvements can be made with or without enactment of
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other long term reforms, such as a voucher program. Among those improvements ASIM supports

are.

v

1. Increasing the eligibility age for Medicare to align it with_eligibility for Social
Secyrity,. By early in the next century, the aligibility age for Secial Security will be
67. It would make sense, both financially and administratively, to couple the
eligibility age for Social Security with that for Medicare. However, such a change
must come In concert with insurance market reforms and other measures to assist
those elderly under 67 with chronic, but not disabling, illnesses in malm:ammg

Insurance coverage. .

2 increasing the amount contributed by upper income beneficiarjes to financing
the Medicare system. The Commission staff proposed reducing the Part B
premium subsidy and creating a new Part A pramium indexed according to growth
in program costs. ASIM believes this premium should instead be indexed to
income. This would avoid imposing an excessive burden on those with modest

" means while concomitantly calling for appropriate contributions from those with

greater ability to finance their health care.

32 Part insurance to home health se Current law requmas
no cost sharing by beneficiaries for these services. Home health care has been
among the fastest growing parts of the Medicare budget and cost sharing has

- been demonstrated effective in stemming overutilization of services.

4. including in taxable income the value of health insurance bensfits beyond a set
valus of insurance premium. Today, empioyers and workers benefit from a system
that gives preferential tax treatment to high cost health plans. Placing a limit on
the tax deductibility of such health insurance will promote the purchase of cost-
sffactive but moderatsly priced health plans and would bring in significant ravanue

into the health care financing system.

5. limitin nate hospital share (DS only fo those fa

that, in fact isproportionate share of ents. The
Commission staff report cited studies showing that DSH payments, intended to
compensate hospitals for services provided to low income individuals, have been
used by some states for purposes beyond its original intent. Without harming
those hospitals truly in need of these payments, the formula should be changed—
e.g. elimination of DSH payments for hospitals whose disproportionate share index
is below the BOth percsntile—to avoid Inappropriate uses of federal payments.

In accord with ASIM's longstanding policy that Medicare trust fund reserves should be augmented
through a combination of axpenditura reductions, program efficiencies and revenue increases,
ASIM also supports:

6. nmasigg mgg@_l exciss taxes on ﬂcohoi ang tomm it the menues fmm

Not only would these addibonal mvanuas help to suppon the prugram
but they would discourage centain behaviors that msult in increased public and

personal haalth costs.
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Historically, Medicare has served as a major source of financing for training of this nation’s
doctors. However, changes have been proposed in Medicare’s funding of graduate medical
education (GME) as another avenue for achieving significant savings in the program’s budget.
One proposal offered by the Health Care Working Group of the House Budgest Committee would
cut direct and indirect GME spending by $27.24 billion over seven years.

ASIM belleves It is time to rethink Medicare funding of graduate medical education, not simply as
a device to reduce federal spending, but in order to respond to the changing health care delivery
environment and to ensure that all components of the health care systemn that benefit from highly
trained physicians contribute to the cost of their education. To those ends, ASIM supports:

F

7. creation of 3 national all-payer funding pool for GME. All payers and health

plans should contribute a percentage of thelr premiums to a financing pool for
graduate medical education. With managed care plans and other health delivery
organizations seeking qualified, well-trained physicians for their networks, thay, as
woll as all payers interested in providing the best care possible for their insureds,
have a stake in the education of the physicians that will contract with thair plans.
Untli now, no one has asked these health plans and insurers to heip support the
cost of training this nation’s physicians. However, given Medicare's financial
condltion, the federal govemment can no longer be viewed as a major source of
funding for the future supply of doctors.

8. creation of a private sector physician workforce planning initiative. The

American Medical Association ha$ proposed that a taskforce be established with
participation of both public and private sectors to offer recommendations to
Congress about the physician workforce supply and the fuiure of GME. If the all-
payer GME pool is established, such a task force will be necassary to advise how
the funds in the all-payer pool would be distributed.

8. increasing the di welghting factor for general internal medicine and
other primary care tions while decreasing the factor for
others. Currently, direct medical education payments are based on hospital-

. specific, per resident costs multiplied by the number of residents. Proposals have

been offered in past Congresses to reimburse hospitals mors for primary care
residents than for specialty residents In order to encourage training of more
primary care physicians. The need for more primary care physicians has grown
with the increase in the elderly population as well as with the dasire of health plans
for physicians to manage the care of their enrolless. Alterations in the financing of
medical education will encourage changes in training programs to mest those
needs.

10. decreasing the number of funded residency positions to 110 mm_n_t of U. S.
medical school graduates. The Physician Payment Review Commission has
recommended that the number of funded residency positions in the United States
be reduced in order to respond tp the fact that the country is facing, in general, an
excess of physicians. By taking this action, the U. S. would cut the oversupply of
physicians while at the same time—if the other steps are taken—increase the

proportion of primary care physicians relative to the population.
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Instilling Market-bgsed Incentives in the Medlcare Pmﬁram

The current Medicare program includes an optional program Intended to use compatition among
heatth plans as a means to moderate costs. The Medicare risk contracting program—in which
Medicare contracts' with health plans and pays them a capitated payment based on less than 95%
of the adjusted actual per capita costs of caring for Medicare patients—was intended to encourage
health plans to control utilization of services and, subsequently, costs. Because of flaws in the
formula for paying risk contracting plans and because healthier beneficiaries are mors likely to
enroll in thess health plans than other beneficiaries, the risk contracting program has not been as

* successful at reducing Medicare spending as originally anticipated.

Again, steps can be taken to improve this existing ‘mechanism designed to enhance market
competition until more substantial reforms are implemented. These Inciude:

1. ghanging the adjusted average per capita cost (AAPCC) formuija used to pay
health plans. The current AAPCC Is based on historical, fee-for-service costs in an

area. This has resulted in overgenerous payments to health plans in high cost

- areas and modest payments to health plans In regions where health care costs

. have been kept relatively low. Changes in the AAPCC should reward cost effective
health plans in areas with historically low utilization rates instead of penalizing
such plans with lass generous AAPCC payments. *

: ents—such as sever 8ss—in settin ants fo risk
contracting plans. This change should be coupled with other reforms in the
AAPCC to avoid driving away from the program managed care plans that might
attract more seriously ill patients and to make regional plan payments more

equitable.
3. breadening managed care choices for bensficiarias to jnciude HMOSs m point-
of and rarrerrad rowde ons PPOs ad of hmm

m_g gmglerans and mgr gmvldsrs Under thecumant risk contracﬁng
program, bengficiarias have a limited range of health plans from which to choose

and are preciuded from taking advar.age of the numerous rnanaged care products
that have ansan in recent years in the private market.

4. requiring that beneficiaries be provided comparative information conceming all

Medi sk contractin s that are to them. In order for
beneficiaries to make fully informed choices about their health plan, they should be
provided sufficient data that will enable them to compare these plans on costs,
physicians and other providers, quality and benefits.

iving ban ries one o r enroli éar to disenroll from a pl

80 d of enroliment. Once a ciary has in a plan rBOd
she sho uired to until the ne n _enroliment Under

current law, beneficiaries may disenroll from a health plan with only a 30 days
notice. This makes it difficult for many risk contracting plans to anticipate costs for
a health plan year. I is also contrary to most enroliment policies effective in the
private sector which call for enroliment or disenroliment during a pamcular open

4 10
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season®. Asking beneficiarias to stay with a plan until the next open season once
they have been in a plan for two months would offer additional stability to a risk
contracting plan without limiting too severaly beneficiaries’ ability to change their
minds about managed care. Such a requirement would make Medicare more
consistent with the private sector in which workers are required to make an annual
selection of a health plan and to stay with that plan for an entire year. Limiting the
disenroliment opportunity to one per year would also prevent cases in which
people jump from pilan to plan every so often prior to the 60 day deadline.
Medicare patients should accept the same degree of responsibility in dmosing a
health plan that is expected from those under 65.

6. mandating reasonable, non-punitive lncreases in premiums and other cost

sharing for beneficiaries who choose to remain with the traditional fee-for-gervice
Medicare program. With improvements in the risk contracting program, It is

. reasonable to expect that those who chocse to remain with the higher cost fee-for-
service side of Medicare should bear a portion cf those higher expenditures.

The current risk contracting program would be repealed upon enactment of a voucher program as
described below.

Medicare Vouchers

Malking changes In the existing fee-for-service Medicare program and improvements in the current
risk contract program will help to stabilize the program for the short term. Howaver, to achieve a
system that relies on competition to control casts and broaden bensficiary choices, that instills
individual responsibiliity for the appropriate uss of scarce medical resources and that assures the
long tarm survival of Medicare, major restructuring of the program will be required. One way to
do this is for the govemment to offer beneficiaries the opportunity to take a defined govermnment
contribution—or voucher—and purchase private insurance coverage with those funds.

There are a number of issues that must be addressed for any voucher plan to be successfully
implemented. ASIM supports creation of a voucher systemn and believes that the following
elements are necessary to any voucher program designed for Medicare to ensure that -
bengaficiaries have access to the widest range uf cost-effective, high quality health plans.
physicians and providers.

1. Madicara beneficiaries should bs given the option of ing in the &
icars ram or a voucherto b heatth plan that me
certain conditions of participation. '
i a plan pu d with a voucher mes ingofvent, or s opergtion in a
' bengficiary's area, beneficiaries shouid be able to enroll jn another plan. When the
annual enroliment period occurs, beneficlaries should be able to retum to the
traditional Medicare program at that time.

Transition to a voucher program should be done gradually to account for the fact that some areas
of the country may not have the degree of managed care penetration necessary to make
competition among health plans work. Retaining traditional Medicars would provide reassurance

11
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1 to beneficiaries while serving as a spur to voucher plans to make their products attractive enough
2 to encourage enroliment by Medicare recipients.
3
4 2. Under a voucher program, bengficiaries should have access to a variety of
5 ing from indemnity modais to staff inodel HMOs. All ar plans that
6 . restrict enrollees to the use of network providers should be required fo offer at an
7 actuarisllv-determined cost an optional rider that woul ide point-of-sarvice
8 scceass to non-network physicians for those enroliees, Enrolliees should be able
9 to select frorm among a natwork plan's panel of physiclans an Intemal medicine
10 subspeciaglist as their primaty care physician and plans should be prohibited from
11 discriminating against physicians in their selection processes based on a
12 physician’s patient population. ' B
13
14 Under the present Medicare system, beneficiaries are entitied to receive all coverad benefits from
.15 any provider of their choice. A voucher system could undermine this basic premise of the
16 program. For example, depending on the amoum of the voucher and other rules govemning the
17 voucher program, beneficiaries could find their choice of health plan in reality to be quite limited.
18 Furthermore, if the voucher Is inadequately funded, some beneficiaries may be compelled to
18 select a plan that limits the physicians and providers they may see for services. Adequate choice
20 of physician and health plan can be promoted by offering beneficiaries a wide menu of plans and
21 by establishing the federaf contribution a a level that does not force patients to choose the
22 cheapest plan available, as discussed below. By requiring voucher plans that use a network of
23 physicians to offer enrvliees the opportunity to buy a poirt-of-service rider, enrollees who want the
24 flaxibiiity to go outside the network will be able to select this option whila those beneficiaries who
25 wish to choose a closed-panel HMO may do so. In addition, a POS rider requirement for all
26 health plans with restricted provider networks might ameliorate adverse risk selection arising from
27 the tendency of very lll beneficiaries in an area to gravitate toward traditional Medicare andfor one
28 plan with point«of-servlce
29
30 3 neficiaries should have the opti sing their govemment ibution—
31 8,9. the voucher-to establish a Medjcal Savings Account (MSA) rather than to
32 J] rage through a heatth e MSA would:
33 .
34 a) be led with a8 catastrophic i jnsurancs policy purch ugh a
35 purchasing qroup to help preserve communtty rating;
a7 b) be comprised of a fund from which a beneficiary could pay deductible medical
38 nses and would be coupled with purchase hic health ingurance to
39 gover expenses that, in the aggregate, exceed the catastropbic insurance
40 deductibls;
41 ‘
42 ¢) permit accumulation of unspent balances within the fund;
43 ’ F
44 d} allow d federal mpt distribution only for medical
45 health insuran remiums and ng tenn cars.
46

47 Since 1987, ASIM has supported the concept of medical savings accounts and the idea of
48 Integrating medical savings accounts Into an overall health system in which people could chogse
49 among a variety of health plans, Including medical savings accounts. These accounts are useful

12
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as partofa conﬂhuum of health care coverage options, particularly for their impact in enhancing

consumers’ awareness of the costs of health care.

. ASIM teels strongly, howsever, that MSAs should not be used as the sole source of heaith care

coverage but should be established in concernt with a catastrophic healfth insurance policy.
Furthermore, ASIM agrees with the concgms of some MSA critics that these accounts would
adversely affect community rating of insurance and diminish the potential for widening insurance
coverage. Ways to amsliorate these effects include ensuring that money In an MSA be used only
for health care, including long term care, and making MSAs avallable for purcha.se only through
purchasing groups to addrass problems with communtity rating.

ASIM acmowledgas that MSAs appear to run counter to the trend in the health care system
toward managed care. On the other hand, a spokesman for the American Academy of Actuaries
Workgroup on MSAs predicted that managed care plans may respond ‘creatively* to these
savings accounts by offering managed care products compatible with MSAs. Because MSAs :
appeal to so many patients and physicians, ASIM belleves efforts should be made to Inciude them
in the menu of coverage options available to beneficiaries. To make medical savings accounts a
reality under the Medicare program, however, will require many. more provisions than the outline
provided above. To implement MSAs, answers will be needed to questions such as: how will the
govemnment ensure that the funds in an MSA are, in fact, used for health care purposes?; will
beneficiariss be able to contribute their own monsy to MSAs and, if so, will there have to be
separate accounts established for private funds and the federal contribution?; can the savings
instrument into which the government contribution is placed be protected against adverse market
downtums so that bensficiaries do not lose their medical coverage?; should copayments be
required as part of the catastrophic coverage?

should be required to all applicants durin open
liment period to minimi rse risk selection. Be jaries should be

“gllowed one opportunity per enroliment year to disenroll from a plan within 60 days
of enroliment. Once a beneficlary has been in a plan over 60 days,_he or she
ghould be required to wait until the next open enroliment perod. Bensficiaries

Id be explicitly infol this requirement alth plan and should be
uired to sign a nowledgement nditions of enro) nt.

A meinsuran chanism should lable to those pi bject 10 adve
risk selecti f to a sudden i voucher enrolle 0se pravious has

one kru

Ancther set of problems related to choice of physician and plan has to do with the response of
health plans to those beneficiaries holding vouchers. To avoid circumstances in which health
plans sought to avoid covering the very ill, all plans should be required to enroll any beneficiary
with a voucher who seeks entrance into the plan. On the other hand, mandated acceptance and
the ability of beneficiaries—under current Medicare risk contract rules-to enroll and disenroll
outside of any prascribad enroliment period leaves plans vuinerable to unanticipated costs. in
such a scenario, beneficiaries’ right to choice of plan/physician conflicts with health plans' needs
to maintain their cost and utilization control. The Congressional Budget Office has suggested that
an annual enroliment period with a point-of-service policy “would permit Medicars enrollees to go
to providers outside [a managed care plan's] panel when they wanted to and yet it need not

‘increase benefit costs for sither the [the plan] or Medicare.” To avoid circumstances in which

13
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beneficiaries enroll In and disenroll from plans multiple times using the 60 day window, there
should only be one opportunity during an enroliment year to disenroll from a plan within two
months, after which the beneficiary would have to wait for the next open enroliment period.

For such changes to work, beneficlaries must be given enough information at the outset to
understand that, In signing up for a managed care plan, they must remain with that plan until the
next open enroliment period once they have been in a plan over two months. This puts the
burden of education on the managed care plan and the decision in the hands of the beneficiary.
In addition, such an approach would make managed care more paiatable to both benaﬁcxanes
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and physicians.

§. The defined contribution—or vouchor—-shggld be set at 3 level that would
lan

rodu ves for bel aries to_consider cost in ¢ch ng a health

without forcing them into the cheapest plans that are most restrictive of cholce of
physician. The voucher should fiot be set at the cost of the lowest priced plan_in

i0 al ad usted vouchsr amount est llshed HS or HCF would acee v

applications from health plans to parlicipate in the voucher program.

6. The vouchser should be updated on a reqular Is to ki

mdc mcas benaficiarn ln the at § in under
. pads astimate als gets
ot be subject to arb cans. Mechams kee 8 dln wrth design
limits or to recoup excess sxpenditures, such as a "look back sequester’ should
be rejecied. Instead dependent board or commission should be blishe
wouid ive all cipants e _heal em In devising a res
cogt I that would not sole to ers_an ased
costs to bensficiaries. If spending Is greater than projected due to development of
vaiuable new nologies or increas atient onofs deem ’

med ne there should commitmertt to in ing the amount of

14

if the voucher is set too high it will have Iittle impact on controlling Medicare costs. Sest too low

~ and beneficiaries choosing the voucher option may find their choice of plan and, ultimately choice
of physician, quite limited. In addition, for-a segment of the Medicare population, a voucher will
not cover what a health plan would spend on treating them. This would seem to call for some
type of adjustment In the value of the voucher through mechanisms that are reasonably simple
and inexpensive to administer. Otherwise, health plans might attempt to discourage certain
beneficiaries from. selecting that plan by adopting discriminatory policies or marketing strategies.

A voucher set at some national average would fail to reflect the appropriate regional differencss in
costs of health care delivery. Setling a regional voucher amount is a more accurate way for the
voucher to refiect local health care costs, would be Iess likely to drive peopie into restrictive .
health plans and would ensure that there would be at least one plan in a region that could serve
Medicare beneficiaries for the price of the voucher. Any process used to set the voucher amount
in which plans submit their premiums to.the govemment and the govemnment then sets the
voucher on some portion of those premiums must ensure that the msulting voucher is not so low
as to make it worthless to most beneficiaries. .
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funds devorteg 10 the voucher program ln order {o ensure vouchers retain sufﬁc:egj

u in io gssure 3 riate medical outcomes.

The way in which the voucher Is updated will determine to a large extent how much purchasing
_power the voucher continues to give beneficiaries. Given too great an increase and the voucher

will be ineffective in controlling health costs. Given too litle, and the voucher may drive some
bengficiaties into lower quality, more rastrictive health plans. There is also always a risk that the
voucher update could fall victim to budget politics and be *“frozen® or “capped® at some point to
meet deficit reduction targets.

If spending under a voucher program is higher than anticipated because valuabie new
technologles or treatments have become avallable and patients have sought to take advantage of -
these advancas in medicine, it does not make sense to penalize physicians by cutting their
payments when costs increase for legitimate reasons. Furthermore, if beneficiaries do not
participate in the voucher program in numbers sufficient to keep costs down, physicians should

not be held financially responsible for beneficiaries’ independent decisions. in addition, across-
the-board cuts In physician and provider payments do not target those areas where health care
costs have inappropriately increased and penalize caregivers who may in fact have kept their

costs down. Arbitrary reductions in payments will serve only to perpetuate inequlties in the
Medicare payment system and compel physicians to limit their exposure to Medicare patients.

Finally, a cap on spending for the voucher implies a lack of confidenca in the ability of the market
to control the cost of health plan premiums and may have the unintended consequencs of o
becoming a “floor” rather than a ceiling. i health plans know that the govemment's contribution
will be capped at a certain percentage rate of growth, this may serve as an incentive to those
plans whose rates of growth are lower than that percentage to allow their premiums to rise to
meet the govemment's growth rate.

In the event federal health program costs remain uncontrollabie, some entity - such as a
commission or board -- should be established separate from any govemment financing office to
involve all parties in the heatth care system in devising a response 10 cost control that would not
focus solely on cuts to providers and increased costs to beneficiaries. If beneficiaries are to be

- agsured of getting all the necessary care they need when they need i, the voucher amount

should keep pace with the costs of providing services. If the value of the voucher is allowed to

- grode over time, baneficiarles may lose access to many high quality health plans offering

comprehensive services or thay may be forced to pay increasing amounts out-of-pocket to
mairtain a certain level of service. This would be especially detrimental for those beneficiaries of
low and moderate-income who may be unabie to bear an increasing financial burden. if the
market is unable to deliver health care to patients within a predetermined cap, this should not be
used as an excuse to diminish the govemment's commitment to Medicare beneficiaries.

ent of the voucher m shout uired after five ye
is_reavaluation should ndernta an a or commission not

respo iQ]g for funding Madicag

Grven the untried nature of a voucher program for Medicare, there should be an evaluation of tha
program relatively early in its life. There was litle comprehensive evaluation of the original
Medicare program In its early stages and many of the present troubles in the system derive from
that oversight. If the voucher program doss not seem to be living up to its expectations,

i8
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Congress and the administration should not merely tinker at the edgss to provide short term fixes -
but shouid step back, take a hard look at the programn and even consider starting all over again.

8. Bengficiaries opting for the voucher program should be provided incentives that
encourage their selection of an econoniically priced plan but that do not force
enmlless into those plans that are most restrictive of choice of physician and that

impose the strictest limiis on access 1o services. Incentives should come in the
form of additi benefits or gservi ded by the lan ot in the

form of a cash rebate. With rules in place to ensure that all bensficiaties have ~

sefvices, beneﬁcigj g should pay the drﬁemn ce between the vnuchor amg_qm and

a um charged lan that exceeds the voueher a nt.

Some analysts contend that beneficiaries shouid be provided incentives to select a health plan
that costs iess than the tederal contribution amount, or voucher. These incentives typically fall
into two categonies~cash rebates or additional services. Giving beneficiaries a cash rabate if their
premium is less than the voucher amount would remove funds from the health care system that
ought to be providing for health care servicas. Instead, any excess value should be retumed to
the bensficiary in the form of additional benefits such as coverage of additional services,
providing coverage for long term care or creating a health cars spending account. There is also
debate over whether beneficiaries should bear the full cost of a health plan more expensive than
the voucher to encourage enrollees to select more economical health plans. Atthough thers is
concem that such an incentive might drive beneficiaries to select plans of lesser quallty or that
don't cover the full range of benefits, this is less of a problems if all plans offer the full range of
Medicare-covered services.

9. Reasgnable cost sharing under voucher plans — both fee for service and

managed care — should be Imposed 10 assure consumer cost consciousness

utilizatio vices. sharing should be im n dlinically-proven
ravertive s0 that ie are not un discoura m obtai
neficial Preventive should blect on )
uctibies. ents for ntive sarvi should be lower than
for other serviges.

avoid uniustified restrictions on choi ici vouchet plans should

not im nreasonab Insuran seIvices d -natwork
] To beneficiaries who seek Netwo from bei

subject to unexpected out-of-pocket costs, POS plans and physicians should be

raquired to establish their own copversion factors fo be used against an improved

urce ad rel valus sca RVS). would determine the the

lan Id the fees ici would for their cas.

Plans and physicians would be to su nrollees e POS with
mnatio ed o 56 n factors nable enrol to ine in

a how th id in going out of lan's n rk of

ol 3‘ - * i 1 * . T (3 51
ose wh 0086 in dmon lcare ram should sub act
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'reasggggla and non-punitive increases in cost-sharing. As with POS plans, in
order {o butfer beneficiaries from unexpected costs, a requirement could be

im under traditional i that Ici must establish their conversion
factor for their services sach year concomitart with the announcement of
icare's conversio or. Enroliees in itional Medicare would be supplied
ually with inform comparing the ch of icians jn_their area t
e 's fees based on their respective co lon factors. In this fashion

beneficiaries would imow in advance whether og not they would have to pay ou-
of-pocket for services charqed under traditional Medicare.

Beneficiaries should not be subiject to charges In excess of Medicare's ggzmeht

amoul the following circy ces: in the income

ben . ememe i ng: when the ben has little voi 8
on of a ician or In areas of the where thers is mpetition fo
cular ical specia .

if true reform is to be Instituted in the Medicare system, enrollees must understand the nature of

the costs of their care under that program. At the same time, policymakers should not iose sight
of the fact that 83 percent of Medicare expenditures go to beneficiaries with incomes at or below
$25,000 and thus their exposure to additional costs should be limited. ‘

ASIM believes It Is especially important that cost sharing on preventive services be reduced and
deductibles on these services be eliminated entirely to avold discouraging patients from obtaining
necessary care. By erecting barmiers to cost-sffective preventive care--for example, imposition of

-cost sharing on mammograms-~patients may avoid those servicas and wind up with more serious,

and expensive, ilinesses in the future.

In addition, ASIM supports limits on the degree to which additional cost sharing can be imposed
on those enrolled in managed care plans who use a plan's poir-of-service (POS) option to seek -
care outside the plan's network of physicians, The Intent behind POS is to allow beneficiaries
greater choics in physician and provider. If the cost sharing imposed on a beneficiary for going
outside a health plan’s physician network Is excassively burdensomo. then the promise of greater
choics is a hollow one.

£

Obviously, if beneficiaries are to be encouraged to enter the voucher program, those who opt to
stay in traditional Medicare must bear a greater share of the cost of remalning in the more
expensive program. Nevertheless, any additional cost sharing should foliow the principles stated
above so that primary care and preventive services are sheltered from deductibles and are
subject to cost gharing at a rate lower than that imposed on cother services. Because high
deductibles can act as a disincentive for patients to recslve needed primary care and praventive
services, ASIM does not support replacing the current coinsurance requirements under traditional

Medicare with a single high deductible.

ASIM belleves that its Competitive Pricing, Informed Choices proposal—issued in 1992-offers a
means to instill price competition among physicians, esnhance consumer cost consciousness and
prevent price gouging by unscrupulous providers. If health plians that pay according to a fee
schedule (POS plans, traditional Medicare, indemnity insurers) and physicians were required to
set and publish the conversion factors they would use each year to determine their charges and
fees, this infonnaﬁon could be used by beneficiaries to determine what they would pay out-of-

17
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pocket, if anything, if they joined a particular health plan or used a particular doctor. Beneficiaries
would then be able to decide if the value they derived from a health plan and/or physician in
terms of quality and service was worth the price of any additional costs. ‘

For axample, assume Mrs. Jones Is a Medicare beneficiary who receives from HCFA a booklet
listing all the health plans and physicians in her area. Among the information contained in the
booklet might be the percentage differance between the conversion factors used by traditional
Medicare and POS plans and the physicians listed in the booklet. Mrs. Jones might see that Dr.
Smith has a conversion factor 10 percent higher than Medicare's conversion factor. i she went o
Dr. Smith for care under traditional Medicare, she would kinow that she would pay an additional
ten percent on Dr. Smith's charges beyond the payment traditional Medicare would make. Or,
Mrs. Jones might see that health plan ABC has a conversion factor for its POS option 20 percent-
lower than Dr. Smith's conversion factor. She would then know that Plan ABC would pay 20
percent less for the services of Dr. Smith—who does not participate in her health plan physician
network—and she wauld be responsible for the 20 percent difference. between the heaith plan’s
payments and Dr. Smith’s fees, in addition to any additional cost sharing required by Plan ABC for
enrollees going out of the network.

While ASIM generally supports cost sharing by patients in order to enhance cost consciousness In
the utilization of scarce health care resourcss, there are situations in which billing beyond
Medicare’s payment rates or additional cost sharing should not be imposed. These situations
arise where beneficiaries’ income Is simply too low to sustain any additional out-of-pocket
financial burden, where they have no opportunity to "shop around* for a physician (e.g.
emergency situations), where beneficiaries have but one choice of physician (such as typically
occurs during hospitalizations when patients are essentially assigned certain hosplital-based
doctors to deliver designated services) or where there are s0 few physicians in a particular

specialty within a community that there i8 no chance for competition among physicians o opehate.

10. as 8 vo lan under Medi health hould hay
offer a _standard minimum Medicare benefits package that includes preventive
se : meet cortai on revi uality ass gtand : Involve
j n icians (n developme e plan's uti on review (LR} and
yali urance rovider s n_policies rocedures: disclose
their util review an ity assu licies ons 0 ice, risk
. grrangemants and provider selection criteria; establish due process mechanisms in
glection of roviders; centain solvency gtand : report certain
information_~ such as premium costs. out-of-pocket liability, consumer satisfaction
and the percentage of premium dollars devoted to administration versus benefits —
to a contral data colle 8 80 is info ion can be distributed to
" beneficigries and use uniform claims forms and standard billing and claims

H lang that selective ct with physicians should be required to offer
nroilees rtuni a rid at j int-of-service a
no ' icia addition aatin oin ards.

Health plans should play by the same rules if competition is truly to be eftective in controlling

costs. Given that the idea behind many Medicare voucher proposals is to enhance competition
within the program 80 as to bring down costs, it would seem equally advisabie that health plans

18
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should be required to meet certain rules If they wish to participate in the voucher program and
markst themseives to bensficiaries as Medicare voucher plans.

A uniform minimum benefit policy would assure a basic lavel of care for all beneficiaries. In
addition, it would facilitate beneficlaries’ comparison of health plans. If beneficiaries are to have
sufficient information to make Informed choices with their vouchers, they will need data on a
plan’s costs, patient out-of-pocket liability, provider panels, and quallty.  Furthermore, disciosure
of UR and selection standards benefits not only the providers involved with a heaith plan but
helps beneficiaries as well by gmng them another piece of information on which to compare
health plans.

] addition, it is important that physicians have a role in developing and implementing health plan

- policies and procedures that directly affect clinical decision-making—e.g. benefits coverage

criteria, detarmination of medical necessity, preauthorization of services, quality assurance
standards, protocols and processes for selection and deselection of physicians. To leavs
decisions affecting patient care solaly in the hands of health plan administrators whose concems
center largely on cost containment may jeopardize the quality of care given to enroliees and deny
patients access to medically necessary services. Furthermore, health plans that involve '
physicians in development of these policies are far more likely to obtain the cooperation of their.
network physicians in proper implementation of those policies.

Finally, it is important that voucher plans be required to operate under similar billing and claims
processing procadures to avoid unnecessary red tape. All pians that cumently operate within the
Medicare systom must abide by the uniforr claims form and billing rules and it would be logical

to expect that voucher plans should use a standard format and follow standard claims processing.
procedures for this new variation of the Madicare program. :

The type of standards to which ASIM refers—involvement of physicians in dlinical policymaking,

providing information to enrollees and prospective enrollees sufficient to enable them to make

informed decislons about the plan—are, in fact, those that are being adopted by mary well-run
health plans in today’s marketplace. in a compstitive environment, those plans that pursue
*patient-friendly* policies such as these are more likely to succeed than others,

11. Because Medicars Is a tederally funded program, the federal govemment must
continue to ensure that health plans are accountable for the care they aive to

bensfici d that they abid ndards set out for i lang. HCF,

0 or tederal aqe ould be nsibl cling with he lang:
reviewing marketing materials: disseminating to beneficiaries objective data about
e lan in a region in a dard format; ng haatth plan llance with
certain standards gqoveming their rules and operations; and ensuring that heaith
plans meet certain quality standards. However, private acereditation agencies

~ should le to achieve "deemed" status il the role played HS in
approving voucher plans. Mechanisms should be avallable for patiepts and
Icians to pu rievances inst haalth plans ial of medical
atients and iclans should n _access to fair ing and
udicial revi rocessas at least com arable e now available under
traditional Medicam, ‘
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Because vouchers would require more thought and decisionmaking by Medicare recipients, some
analysts question whether beneficiaries would find the voucher program truly appealing. Other
policymakers argue that the basic premise of the voucher program is simple and that most
beneficiarias, given the right kind of information, will be able to make proper decisions about a
heaith plan. While this may indeed be the case for healthy beneficiaries who ars mentally alert,
the frall and disabled elderly, those who do not speak English very well or those with little
education may find the task of sorting through heatlth plan information daunting. To respond to
some of these concems, the voucher program should have an entity with which voucher plans
would contract and which would ensure voucher plan adherence to any standards adopted

!

Given the characteristics of the Medicare. population, an ombudsman’s office should be created
to receivs, investigate and resoive complaints against voucher plans as well as to offer guidance .
to beneficiaries with questions about the voucher program. Finally, beneficiaries and physicians
should retain access to the current Medicare appaals process

ASIM would prefer that the health care lndustry voluntarily abide by the standards estabiished for
a voucher program and, indeed, supports the idea of a private accreditation body responsible for
ensuring health plan adherence to voucher program standards. However, the voucher program
will be funded by federal dollars and the federal government should not refinquish Its
responsibility for ensuring that heaith plans are accountable for the care they deliver to
beneficiaries and for sesing that corrective actions are taken when deficlencies are found if a plan
wishes to remain in the voucher program. Health plans that accept the government contributions
should understand that, if they are going to compete for the business of the federal government
through the voucher program, they must accept certain standards and certain reasonable
oversight.

elf-referral r ecting shared | facilities a

12 rou
practices should be removed and antitrust reforms enacted 1o enable physicians
and providers to negotiate on an equal footing with heatth pians apd purchasers.

Antitrust reforms and other modifications to statutory restrictions on physicians could improve the
tunctioning of health plans offered under a voucher system and the abiliity of physicians to desliver
services within their context. For example, self-refermal restrictions on group practice
compensation arangements not only Interfere in the intemnal affairs of private businesses but iead
to corfusion over how such practices may distribute revenue from ancillary servicas without
indirectly taking into account the referrals made by physicians. Furthermors, subspecialists—such
as oncologists and infectious disease spaaahsts-in many group practices are barred from
providing drugs and other services to their patients because of the self-referral laws.

Limitations on the abiiity of physicians to share information in order to form imtegrated service
networks may impede the goals of voucher advocates who wish to foster compstition that reduces
the cost of care and increases benefits to attract voucher racipients. Indeed, antitrust laws
developed at a time when most physicians and other providers practiced independently of one
another now pravent these caregivers from organizing preferred provider organizations, health
plans and other delivery networks that would enable physician-directed health care organizations
to compete in the marketplace and offer beneficiaries a wider choice of health care options.
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Conclusion

ASIM is under no illusion that reforming Medicare will be simple, easy, or quick. Changes of the
magnitude required to place the program on sound financial footing and to guarantee that
beneficiaries continue to receive the high quality health care to which they have become ,
accustomed and to which they are entitied will require a great deal of thought and debate. For
ASIM, the overarching philosophy on which these Medicare reform proposals rest is that of shared

responsibility.

Physicians have a responsibility to dsliver care to greater numbers of Medicare patients under
health care delivery systems that will increasingly require them to accept financial risk and to be
accountable for the cost and quality of their clinical decisions~-and to compete within this new
system on the basis of cost and quality.

Medicars patients have a responsibility to consider the costs of alternative sources of health care
coverage, to be willing to contribute more in out-of-pocket costs if they choose more expensive
coverage and--for those who can afford to~to contribute more to the financial support of Medicare
s0 that thoss of lesser means can afford coverage. ~

Taxpayers have a responsibility to accept changes in the tax code that would raise revenue and
introduce positive incentives into the health care system including a limit on the tax deductibility of

‘employer paid insurance and increased taxes on tobacco.

The insurance Industry has a responsibiiity to compete in the new system-not solely on price or
risk avoidance but on bensfits offered and quality~and to accept reasonable standards to protect
beneficiaries who choose pnvate insurance caverage.

And the faderal govemment has a responsibility to assure that the govemment's contribution
remains adequate to guarantee that all beneficiaries can obtain high quality coverage through
traditional Medicare and private sector atemnatives—-and to provide sufficient oversight over the

market to protect patients’ irterests.

21
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Alternative Updates and Conversion Factors for the Msdicare ree Scneums

in 1996
CURRENT

SURGERY

Current 1995
Conversion Factors

$39.45

(vs. primary care: +8.4%,
va. other non-swrgery.
+14.0%)

+  DEFAULY

1896 Default Updates

9%

1996 Conversion
Factors Under the

Default Updates

$40.99
(vs. primary care: +152%,

'vs. other non-surgety: +17.7%)
PPAC/HHS

PPRC/HHS
Recommended
Updatss

1996 Conversion
Factors Undar

PPRC/MHHS ‘
Recommendations

$39.88 .
(vs. primary care: +8.4%,
vs. other non-surgery: +14.0%)

SINGLE CONVERSION FACTOR IN 1996

OTHER NON-

SURGERY PRIMARY CARE ,
: SURGERY
~ | Budget neutral 6.1 % | 18% 7.0%
1 updates that would
1 razult in a singie
conversion factor in
§ 1996
Budgst neutral single | $37.03 $37.03 $g7.03
| conversion factor in

§ 1996
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American Hospital Association

Liberty Place
Washisgton Office
325 Seveuth Street, NW.
Suite 700
Washin, 20004-2
20063 Bg.tﬂaéf camrRe Statement
of the »
American Hospital Association
‘ before the
- Subcommiittee on Health and the Environment
‘ of the
House Commerce Conunittee :
of the United States House of Representatives
on : :
Medicare Budget Issmes

July 18, 1995

Mr. Chairman, I am Dick Davidson, president of the American Hospital Association. The
AHA includes in its membership 5,000 hospitals, health care systems, networks and other
providers of care., ] am pleased to testify on their behalf about how the. tough deﬁisions you
will be making could, if based on the principles I'm about to outline, result in a more

‘effective and efficient Medicare program.

Congress has decided on its destination: a balanced budget by the year 2002, including 3270
billion in Medicare savings. Now comes the hard pai't - getiiﬂg there. America's hospitals
and health systems have long ;ecognized that the brakes must be applied to a budget deficit
that is runmng out of control. However, we remain deeply concerncci about the magnitude
of proposed reductions in Medicare and Medicaid spending, But we are committed to
wo;kihg toward a solution that tﬁkcs us to our national goal of ﬁsc‘al( responsibility without

sacrificing the promise of health care protection for older, disabled, and poor Americans.
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Hospitals and health systems worked ;.vith the Senate Entitlement Task Force to develop an
" approach that would save $160 billion in Mgdicarc spending over seven years, mostly
-through restructuring the program. And we've worked with »the Republican leadership on
how we can achieve further efficiencies in the program by dramatically changing the way

medical services are provided and paid for.

Now, authorizing committees (such as this one will try to chart a course to get Congress to its

balanced bl;ldget destination. To help you along the way, hospitals and health systems offer a
| road map — our four principles for the reconciliation process that we believe can help

improve the entire health care delivery system - and, at the same time, strengthén the

Medicare program for older Americans and the people who provide their care.

These are our four principles:
. Change the delivery system to encourage more use of coordinated care - cooperating
groups of hospitals, doctors, and others who knit the fragmented delivery system -
»» together for patients and have powerful incentives to control cdsts.
° Change the précess by which Medicare be‘n‘eﬁt and funding decisions are made.
. Make sure all stakeimlders absorb spending reductions. ¢

. Ensure access to high-quality health care for our most vulnerable populations — the

elderly, poor and disabled.
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. These principles have guided us throughout the budget process. The nation's hospitals and
. health systems hope that they will guide you as you make the tough choices required in the

. weeks ahead.

This is probably the most fundamental and essential of our principles. Quite simply, the
Medicare program is a dinosaur. ‘Change has infiltrated almost every aspect of the private
health care sector, and public programs like Medicare mﬁst catch. up to be effective in the
future. The key is to restructure Medicare to encourage more use of coordinated care.

Coordinated care is working in the private sector, and it can work in Medicare as well.

Coofdinated care's responsibility for a range of healih services can improve quality because
"an entire network of providers is held Aaccoumablc for'a patient's care. Coordinated care can
also cu£ cOsts by shifting the focus of health care from sickness to wellness. Hospitals and
health systems support efforts 10 make available to older Americans the same care, plan
options, and health plan Mérmaﬁéu thatis available in the private market. Medicafe. must
take advantage of the efficiencies that have been achieved in the private sector. Here's how

Congress can help the program do that:

. Expand the types of plans that Medicare beneficiaries can choose - Currently,
beneficiaries can choose care through some health maintenance organizations (HMQ)

or from traditional fee-for-service providers. Medicare should also contract with the
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growing number of non-HMO networks of care that meet high standards for quality
and public accountability, and offer a full continuum of services for a fixed premium.
New kinds of contracts could be negotiated with these non-mo networks in which

_the networks and the Medicare program would share risk.

: * . Provide seniors with more information on heatth care plans — send information on
available h&lth care plans dx’recﬂy to Medicare enrojlees. Give ‘diem an annual re:poﬁ
that compares coordinated care plans to fee-for-service plhns on the basis of
premiums, supplemental benefits, cost sharing, and quality ratings. This wiu make
seniors more knowledgeable consumers and will highlight the beneﬁts of coordinated

care.

. Provide financial incentives for beneficiaries who choose coordinated care options
available in their area. In most areas, these plans offer comprehensive services at
lower than current fee-for-service prices. They often give seniors better value for .
| their Medicare dollars .by eliminating co-pays in deductibles ‘or adding benefits such as

prescription drugs.

. Allow for an open enrollment peried each year, during which Medicare beneficiaries
can elect to receive services from a coordinated care plan. And make their choice of
" a coordinated care plan valid for one year instead of the current 30-day period. That

will enable the plan to better manage the patient's needs and practice preventive care.




~0CT-28-1996  12:34 HCFA-OLIGA -~ oPPEIPE1ES  P.14

-5- N
e Model Medicare after the Federal Employees Health Benefit Program - The
government makes a fixed contribution and the federal employee chooses from a wide

- variety of plans. Medicare could do the same for its beneficiaries.

».  Fix ﬂx: cmnntmeﬁ:otioibgy ﬁedm pay Medicare risk contractors —~ The current
payment system is ﬂawd&; Congress has directed the Health Care Financing
Administration (HCFA) to propose re'v;isions by October. Current payment is basea
on the Adjusted Average Per Cépita Cost (AAPCC) of care in a coﬁnty, and it can
vary from place to place. Medicare should eliminate geographic inequities in
payment acrosé counﬁes, inequities due to-variable health status of local populations,
and inequities due to differential utilization of services in local areas, which affects

costs and the calculation of the AAPCC

At the same time, Congress must eliminate barriers that discourage the creation of
coordinated care networks by inhibiting provider cooperation — the heart of coordinated care.

For instance:

] Physician self-referral }aw (known as Stark | and Stark II), which prohibits referrals
when a financial relationship exists between the physician and the entity ‘to which the
physician refers a patient, is unclear. It must be modified. The original goal -- 10
prcveﬁt phyéicians from referring patienté for unneeded services based on the potential

for financial gain — remains valid. But the law was drafied in a different era of
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Goed morming, Mr. chairnan, and thank you for the
opportunity to testify before you on the subject of restructuring
the Medicare program. As Medicare approaches its thirtieth
birthday, I think it is especially appropriate that we have this
discussion. Medicare is a successful and popular program which
has significantly improved the lives of the vulnerable population
it serves. Our challenge is to work together to improve the
program's success and strengthen Medicare so it continues to
thrive for every generation. 4

Any discussion of reforming Medicare must begin with an
examination of those features of the program worth keeping, as
well as those in need of change. Three features of the Medicare
program, in particular, constitute the core of its protection for
senior and disabled citizens and must be preserved.

regardiess of neultn staugs. Benef1c1aries cannot be denied or
charged more for Medicare coverage because of their health status
or preexisting conditions. Indeed, disabled citizens are
entitled to Medicare coverage becauua of their health status.
This security of Medicare coverage must not be compromised. It
is fundamental to the contract our nation has made with our
elderly and disabled citizens.

d ica arantees a basic level of coverage to a
beneficiaries. Medicare covers medically necessary hospital,
physician, skilled nursing and home health services and
egquipment. For this coverage, beneficiaries contribute payroll
taxes during their working lives and pay premiums after
retirement. However, because Medicare coverage is limited, mest -
beneficiaries feel compelled to obtain supplemental coverage °
through private medigap insurance, and some low income
beneficiaries have coverage supplemented by Medicaid. As a
result, today seniors pay, on average, 21 percent of their
incomes for out-of-pocket health care expenses. This is a very
significant amount, and we must never forget that fact. Cuts in
Medicare coverage of the magnitude the Republicans have specified
-- whether in the form of reduced benefits, 51gnificantly
increased cost sharing and premiums, or allowing doctors to
increase balance billing =- would seriously hurt beneficiaries
and would be strongly opposed by the Administration.

The $2706 billion in Medicare cuts that the Republicans have
proposed is three times anything previously enacted. A quick
review of the Republican Medicare reform working document
suggests that Medicare beneficiaries would be required to pay
substantially more to keep their current coverage and access to
their doctors. Specifically, preliminary HCFA estimates show

- such beneficiaries would need to pay $403 more in Part B premiums
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than they would under the President's plan. Additionally, they
would face new coinsurance on home health and skilled nursing
care that would cost the average person using these services in -
"excess of $1,000 for each benefit. - o ‘ o

. ‘ i e me ul 58 a . -@
‘Medicare card today guarantees access to virtually every hospital
and physician in the country. Choice of caregivers and health
care institutions is important to all Americans, but it is even

‘more important to the elderly and disabled Medicare populations
given their multiple and complex health problems. Efforts to
control Medicare spending over the years have had to strike the
‘balance between cost containment and maintaining access to ,
mainstream care. Sustaining that balance remains critically -

' important. S - .

As important as it is to the well-being of 37 million
Americans, the Medicare program as we know it is not perfect.
Strengthening reforms in several key areas are desirable.

The first reforms are to expand beneficiary chojce. - Teday
Medicare offers a choice between managed care and traditional fee
for service coverage. More than 70 percent of enrollees have
access to managed care, and more than half have a choice of two
or more managed care options. Medicare managed care enrollment
is growing at a rate of one and one-half percent per month. In
the first six months of this year we have already secen a 9
percent overall increase in managed care enrollment, and by the
year's end expect an 18 percent increase in enrollment. More
than 250 managed care organizations -~ 165 on a risk basis --
currently contract with HCFA to serve Medicare beneficiaries.
S5till, we can do more. ‘

As we have testified previously, we are working to expand
choices for Medicare beneficiaries. The Health Care Financing
Administration (HCFA) has announced "Medicare Choices," a new
demonstration project designed to expand the types of managed
care plans available to Medicare beneficiaries and to test
different payment methods. We also support opening the Medicare
program to participation by Preferred Provider Organizations.
(PPOs.) ‘To enhance managed care choices, HCFA also is working on
improvements and alternmatives to the Adjusted Average Per Capita
Cost (AAPCC), the existing method of paying Medicare HMOs. Using
competitive pricing as an alternative to the AAPCC is one method
currently under development. ‘ . o

Second_are reforms to promote gualitv. = We continue to
strengthen our Peer Review Organization (PRO) quality review for
traditional fee for service Medicare. Our move to the new
Medicare Transactions System (MTS) also will provide better data
on the services all Medicare beneficiaries receive so that
stronger quality assurance programs can be developed. To

2


http:hospl.t.al

, OCT-28-1996  12:38 . HCFA-OLIGA ‘ . , 202650818 P.G4

strengthen quality assurance for those benefxc1arles enrolled in
panaged care, HCFA has embarked on a number of initiatives. For
example, HCFA has joined with the private sector, the Department
of Defense, and others to improve managed care ¢quality and plan
‘accountability. We expect to complerent existing qualxty
‘agsurance and accredxtlng organizations, such as the National .
.Committee for Quality Assurance and the Joint Committee for the
Accreditation of Health Organlzaticns, and have received their
support. .

: ' 1se. - The
Admlnlstration recently transmltted to the Congress our prbpasal
for an innovative anti-fraud and abuse effort known as Operation
Restore Trust. This plan would enhance the ability of HCFA and
our carriers and intermediaries to combat fraud in the Medicare
program, in particular by relying on improved payment screens
rather than old pay-and-chase methods. Administration witnesses
will provide you with a more detailed description of Operation
Restore Trust at your hearing on fraud and abuse tomorrow.

Fourth are reforms to contain costs and enhance benefits. -
Finally we continue to pursue reforms to control program costs

while protecting access to care, the guality of care, and
beneficiary choice. In his balanced budget proposal, President
Clinton called for $124 billion in net Medicare savings over
seven years. Some of the sav1ngs are used to finance
improvements in coverage. SPECIflcally, cost sharing would be
eliminated for mammograms to improve use of this important
preventive service; and a new respite care benefit would be
available for families of beneficiaries with Alzheimer's disease.

The savings proposed by the President would not only help to
reduce the hudget deficit but, equally important, they would
extend the life of the Medicare'trust fund through at least 2005.
No new savings would come from an increase in beneficiaries' out-
of-pocket costs. ~As the Presiczant has promised, we are ready to
work with the Congress to achieve these savings while protecting
access, quality and cholce. We will fight changes that threaten
~these goals. , : '

ers

our efforts in the areas of choice, quality of care, fraud
and abuse and ¢ost containment are intended to build upon the
choice, coverage, and access that are the foundations of .
Medicare. As such, they need to be distinguished from Republican
efforts to reform Medicare that are more concerned with meeting
arbitrary budget targets than with beneficiaries' needs.
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Let me be clear. Republican proposals to shift to a
voucher system are about reducing federal spending by $270
billion at beneficiaries! expense. They are not about reforming
‘Medicare. Talking about these proposals in terms like "defined
contribution" and "FEHBP-like" imply that vouchers are mainstream
and safe. But any voucher plan based on $270 billion in Medicare
cuts can only be disastrous to beneficiaries' security and an
abreogation of our 30 year contract with elderly and disabled
Americans.

: Some have proposed that Medicare should be restructured to
look more like the Federal Employees Health Benefit Program
(FEHBP). We, too, believe that beneficiaries should have as
broad a range of choice as offered in the FEHBP. But we also
know that the purchasing power and health care needs of the
Medicare population are very different from younger, healthier, -
and employed FEHBEP enrollees', Furthermore, health coverage
through the FEHBP is an employee bhenefit. Medicare, like Social
Security, is a social contract that gquarantees beneficiaries
coverage in return for contributions made throughout their
working years.

Finally under FEHEBP, the government's contribution is
determined by the costs of the participating plans. It is not a
fixed dollar amount, indexed to a predetermined annual growth
rate. While Congress is contemplating changes in the way the
government ‘s contribution to FEHBP is calculated, it is important
to note the Republlcan voucher plan as outlined by the Shays Task
Force would not give Hedzcare beneficiaries the protection that
members of Congress now enjoy through the FEHBEP.

Private nealth care spending per insured person will grow at
7.1% per year from 1996 to 2002 according to CBC data. In
contrast, the level of Medicare cuts in the Republican budget
‘conference agreement suggests that the Republican voucher payment
would grow at only 4.9 percent per year. That means that every
year, for every Medicare beneficiary, the cost of what they'll
need to buy will grow faster than the voucher Republicans would
.give them to buy it with.

-What would the Republican voucher proposal really mean to
beneficiaries? At best they would likely have to pay more to
keep the coverage they have today. However, since three-fcurths
of Medicare beneficiaries have incomes below $25,000, it is
likely that many seniors would not be able to pay more. At
worst, beneficiaries would be forced to buy coverage that is
insufficient to meet their needs. That's not choice; it's
financial coercion. : : :
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;ggnglusion

This Administration is ccmmltted not only to strengthenlng

the Medicare program, but also to preserving the fundamental
. protections the program provides. In avaluatlng any. structural
changes to Medicare, this Committee must join us in this resolve.
‘Medicare enrollees must continue to be assured coverage
regardless of health status. A basic level of benefits must be
guaranteed, as it is today. And access to and choice of:
caregivers must be maintained. The Republican voucher proposal
. that is designed to produce $270 billion in savings does not meet
these standards. Instead, it would turn back the clock 30 years
to a time when the elderly and disabled struggled in a
.discriminatory and expensive insurance market to buy decent
~coverage with limited funds. We can and must do better.
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- STATEMENT
of the
AMERICAN MEDICAL ASSO,CI&TION
| to the

HOUSE COMMERCE COMMITTEE :
SUBCOMMITTEE ON HEALTH & ENVIRONMENT

RE: The Future of the Medicare Program
Presented by: Lonnie R. Bristow, MD

Mr. Chairman, my name is Lonic R. Bristow, MD. I am an internist from San
Pablo, California, and President of the American Medical Association (AMA). On
behalf of the 300,000 physician and medical student members of the AMA, I thank
you for the opportunity to present testimony to the Subcommittee today regarding the
AMA’s prbposal to transform Medicare. We are pleased to share our thoughts with
- you as the Congress considers how to best protect the promise of Medicare in an era
of sharply limited resources.

A wide range of experts have mdependently concluded that despne Medicare’s clear
success in improving the health status of our elderly and disabled citizens, the
program cannot be sustained without a fundamental restructuring. The AMA has
testified before this subcommittee earlier this year regarding those factors precipitating
Medicare’s curren"t. crisis. The time has passed for tinkering and minor modifications.
In light of what xsknown about the program’s structural flaws and its looming
bankruptcy if basic reforms are not made, the AMA has synthesized almost ten years
‘of policy consideration and research by our association into the proposal we will
.describe to you today and which has been distributed to every Member of the
Congress. It is based on principles that the AMA has repeatedly advocated for
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reforming Medicare to correct current structural problems and to reduce the
- dependency of future generations on subsid.zed government medical care.

The reforms we ﬁroposc are a fundamental shift away from government control

- toward personal fesponsibiiity, mdividuél choice and an invigorated Medicare
marketplace. The AMA’s proposal is based on the idea of a competitive market-

' driven systéin as the bést option for the future of the Medicare program because it
offers more (_:_hgi_cg to senior citizens and the disabled. We must giye the patient both
the opportunity and the responsibility to make wise prospective choices of physician
and financing mechanism, with the reasong,bie opportunity to change either if tthr
pfove unsatisfactory. An effective bealth care marketplace is only achievable if we

. rid ourselves of the current program’s distortions that have had the perverse éffcct of
agg:avating, rather than easing. the government’s burden in keeping Medicare’s
prbmise. As long as Medicare insulates patients from the true cost of the services
they are consuming, a competitive Medicare marketplace will never flourish and costs

will continue to escalate.

AMA'’S PROPOSAL, FOR MEDICARE TRANSFORMATION
Distitled to two central ideas, AMA’s proposal is premised on the belief that:

e  Individual résponsibility, changed incentives and reduced .
administrative costs will produce savings for most patients and lead
to the fiscal integrity of the Medicare program; and

. , Med:care beneficiaries. — 6ur batients — should have enhanced
choice and the ownership and pespensibility for their Medicare
entitlement, while receiving the highest quality medical 't‘:are.
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SAVINGS

- How can a system premised on choice and individual réSpOnsibility offer savings to
the Medicare program’? When individuals have a finanua] stake in their medical care,
. they are more likely to be prudent consumers and seek the highest value for their
money. Pauents and physmlans alike become sensitized to prme and, more important,
value. When marketplace d1stomons are eliminated through the removal of
government prlce controls, physicians and other providers will compete in the
- marketplace. The private sector has demonstrated that competition can yield savings.
These savings are the result of a more prudent use of resdurces by patients, coupled
with increased efficiency by physicians. Enhanced beneficiary cbst-cbnscioumm
does oot have to mean substaﬁtial increased costs for beneficiaries. : It is
primarily the manper in which beﬁeﬁciaries pay today - not the‘_mhopnt —~ that
defeats any incentive to use the program efﬁciently. Our broposal will ac‘mally
“bring an estimated 40% of bgngfici:{ries some level of savings. It will leave about
haif of beneficiaries no better or worse off than if they had remained ﬁnde; the
current system, and it will call on an estimated 10% 10 pay margir_lally more. This
benefit accrues while siﬁmltaneously sa'rving the program billions of dollars. ‘ (See
attached chart demonstrating overall projected net savings achieved through these
changes, as well as the effect on simulated low and heavy users of health care

services.)

Nor do these savings have tb come from a continuation of past failed policies
repeatedly reducing phirsician payments. Physicians have, year after year,
contributed their fair share to the budget deficit effort. Physiéians, who account for
23% of Medicare outlays, have absorbed 32% of Medicare provider cuts over the last
decade. Projected further declings, based on the current ﬁawed payment formula,
will actually bring physician payments lower, at the end of the cenrury, than they
were at the beginning of the 1990s when RBRVS was first implememed (see attached
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chart). Our proposal achieves savings while minimizing further reductions that will
4pus‘;1 miany physicians over their own oudgetary red line, reducing or eliminating
entirely their ability to contimue caring for Medicare patients. Competition requires
that prices be decontrolled and beneficiaries rewarded for seeking better value in the |
‘marketplace. Our proposal for phyéician price competition builds on the current
RBRVS-based system. We call on the Secretary of HHS to design a similar system

. for DRG-based hospital payments in the HI program, as well. |

Some have mistakenly portrayed the AMA’s plan as allowing for "balance billing. "
This is an inaccurate and nﬁsleading characterization, as the concept of “balance
bﬂiiﬁg“ is a remnant of the goifefmnent "command and control” system which we are
attempting to transform. This old system perversely sérves to- penalize physicians for
setting their prices too low. The AMA's proposal would allow the government to set
its price, physicians to set their conversion factor, and patients to compare value ‘
among competing caregivers. Given that approximately 93% of physicians who
currently treat Medicare patients accept assignment, the hypothesis projected by our

critics of steeply escalating prices appears unfounded.

As another element of savings, AMA’s proposal greatly reduces waste and
‘unnecessary administrative costs. An undistorted market will wither nonessential
costs, while maintaining those elements that truly contribute to greater value in
caregiving. In addition, the AMA advocates institutionalizing modernized Medicare
administrative practices to include computerization of patient records and claims
systems (embracing confidentiality and security measures for individuals’ health
information), a public-private partnership to explore telemedicine’s promise, and
changing payment policies to encourage preventive care and care provided in subacute

or home settings.
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BENEFICIARY CHOICES

The heart of AMA’s proposal would provide the elderly and disabled with several
different optmns for Medicare. Each Medxcarc bcneﬁcmry would have an expanded
set of chmces that range from remammg in the restructured traditional Medicare
pmgram to selecting from various compeung health plans (mcludmg managed care
options), to investing in a Medlcal Savings Account (MSA) coupled with a
catastrophic plan . In general, Medicare pﬁr.ients would have enbanced opportunities
to make prudent use of mechcal care rcsources and to be personally rewarded for

those demsmns

4

How might people actually take advaritaée of grcater personal responsibility under a |

ransformed Medxcare‘? One patient, for example, upon enrolling in the Medxcare
program, may decide to stay in "traditional” Medicare. Her spouse, howcvcr, may
want to,take advantage. of one of .the many managed care plans offered under a new
"Medichoice" -- a plan very similar to the Federal Employee Health Benefit Plan
(FEHBP) he had enjoyed when he was a postal worker. Their neighbor may decide
to take advantage of the MSA opt‘ion with a h;gh deductible catastrophic policy

offered under Medlch()lc& Each beneficiary could personally tmlor the program

" to fit his or her mdxvndual curcumstances and, in the vast majomy of cases, each
- Medicare beneﬁcxary will save mcmcy or spend the same amount as under the current

- system.

1. A beneficiary electing to remain in the modified "traditional” Medicare:

. ‘would only have one form of cost sharing to replace the current
multiple deductibles and coinsurance -- once they met a preset yearly
deductible, all costs for covered services would be paid by Medicare,

and beneficmnes would get a reﬁmd 1f they did not use their deductible

amount
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would have no need to purchase medigap insurance for deductibles and
coinsurance of covered serviccs and no need to fill out yet more forms;
and '

would be able to compare value in chaosing a physician using, in part,
a published "conversion factor," and either péy the difference when the
physician charges exceed the govefmnent payment or keep the savings
when the government payment exceeds the physician charges.

* This modified form of beneficiary cost-sharing will serve to reduce, on average, the

individual’s out-of-pocket costs, reward individuals for being prudent consumers of

routine medical services, and reduce both patient and provider paperwork and other |

administrative complications of dealing with Medigap supplemental insurers.

II.

Patients choosing "Medichoice” would have access to a wide range of plans
“similar to those offered by the Federal Employees Health Benefit P]an
(FEHBP). Each person would receive:

advance jmticc of the government's coritribution (to be actuarially

determined) toward the cost of Medichoice plans;

information and rates on plans in the individual’s area to assist "value

comparison”; and

a Medichoice election and enrollment form (available on attaining
Medicare eligibility and on an annualized basis).

Patients would either pay the difference when the plan costs exceed the government

contribution or keep the savings when the government connﬂmtlon exceeds the plan

COStS
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II.  Each Medicare-eligible individual v)ould also ha§e the option, in lieu of
' camprehensive plans (such as traditional Medicare or Medichoice), to establish
a "Medical Savings Account” coupled with a catastrophic pehcv Our
MSAKcatastmphxc plan would:

*  be funded by the government's annual contribution amount;

. consist of a fund from which the ‘beneficiary would pay deductible
medical expenses and a high deductible catastrophic medical expense

insurance;
» allow unspent balances to accumulate in the fund; and

° pfovide for distribution from the MSA fund (exempt from federal and
state income tax) for medical expenses, mcludmg health insurance
premlums and long-term care expenses. '

- The MSA option would undoubtedly prove attractive to many beneficiaries because
they could provide funds for purchase of items and services formerly not covered by

~ Medicare, such as ‘prescrip‘tién drugs or extended loﬁg-term care,

In the AMA proposal, we specifically take into account those in our society who ~aré
most depehdent financially on the Medicare program. Those whose incomes are at or
below the poverty level would be exempt from any Medicare cost-sharing. Those
with incomes between the poverty level and 150% of that level would face some cost
sharing, adjusted on a sliding scale based on income.

Medicare must be transformed into a defined contribution program to tighten the
program’s original open-ended entitlement that has contributed so significantly to
Medicare’s fiscal instability. To serve beneficiaries optimally under such budgetary
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constraints, however, the progmfn must provide a wide variety of choices to allow for

the full spectrum of needs and financial means within the beneficiary population.

The newly empowered Medicare beneficiary should not be restricted in choice of
plans or proviAders.‘ We must correct the cﬁrrent competitive disadvantage of

A physiciau—sponsofed health plans. Physicians are positioned to ultimately balance the
cost and quality equation better than any others in the marketplace, with thé potential
to save substantial amounts which today go to the administration and institutional
1investors of giant corporate plans. A simple program to help stimulate physician
plans much as was done for HMOs in the 1970s is a necessary direction to pursue.

QUALITY AND HEALTH PLAN STANDARDS

As Medicare becomes a part of a meaningful way for patients to make choices in the
private marketplace, costly and complicated government regulations can be reduced
and the private sector can exercise its self-regulatory expertise. We are proposing an
unprecedented "Partnership for Health Care Value" organization that focuses
private sector efforts to promote standards of quality and rules of fair competition that
proteét the patient-physician relationship. The Partnership will also coordinate and
expand current fragmented efforts to find, report and eliminate fraud and abuse. A
dramatic, yet simple, way to materially decrease fraud is to share responsibility for its
derection with organized medicine. According to the FBI, physicians are the least
likely group to engage in fraud, yet the most useful in assisting in its prosecution.

The Partnership would also serve to educate physicians, providers and patients about
reducing care of marginal value and increasing preventive care. It would build on
carrent efforts in this arena, such as the soon-to-be-released booklet on health care
advanced directives, jointly produced by the AMA, the American Bar Association and
the American Association of Retired Persons. The Partnership would expand



